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Wernette: The Full Employment Standard: Key to Prosperity

THE FULL EMPLOYMENT
STANOARD: KEY. TO P&OSPERITY
]. P .. Wernette
UR COUNTRY'S NUMBER ONE ECONOMIC PROBLEM today is the same
.
as it was before the war 'Started, namely, how to achieve and
maintain prosperity and full employment-how to provide jobs for all
willing workers, continuously, year in and year out.
This statement does not' mean that there will necessarily be a
depression soon, in the .immediate postwar period. Indeed, accumulate4 shortages of civilian goods plus ~ccumulated purchasing power
will probably make the transition period a fairly prosperous time.
But sooner or later-five or ten years from now-there will be a depres- •
sion; and periodically thereafter, there will be other depressions
punctuating the -customary condition of moderate unemployment,
unless something effective is done to prevent this' wretched condition.
This paper undertakes to present, in condel}sed form, a key factor
in the solution of this problem. The proposal is that a modernized
monetary system, the Full Employment Standard, replace the present
Gold-and-Bank-Credit Standard. The ,aim af the system is to gUarantee that the American people have enough money to buy all the
goods that can be produced, thus keeping private industry prosperous.
and enabling insIustry to provide full employment.

O

WHAT' Is THE FULL EMPLOYMENT STANDARD?
As is 'well known, additions, 'to our country's' supply of money,
under our present monetary arrangements, result from gold increments
and the expansion of bank credit; decreases in our money from reductions in gold and bank credit. There is no basic plan or philosophy

26 9

Published by UNM Digital Repository, 1945

1

New Mexico Quarterly, Vol. 15 [1945], Iss. 3, Art. 3

NEW
1.

MEXICO

QUARTERLY REVIEW

Would not the injection of so much new money be inflationary?

Would the injection of these amounts of new money really
prevent depressions and unemployment?
2.

WOULD THE FULL EMPLOYMENT STANDARD BE INFLATIONARY?

The answer is No, provided that the amounts of new money did
not exceed what would otherwise be a vacuum in the money supply.
Our old friend, the quantity theory of money, presupposes a
fixed amount of production. The United States, however, is an
expanding economy. The population is gr9wing and potential per
capita production increases rapidly.. These two factors are multiplicative and:, together with the greater wealth and income that they create,
explain why an expanding economy needs more money, and can absorb
it without price inflation.
Do the facts of American history bear out this claim? Most emphaticallyl In 1940 the amount of money was 1,762 times as large
as in 1800. And what of the price level? The 1940 price index was
78.6; it was actually lower than the 1800 figure of 101.61
Thus both theory and history support the proposition that the
United States can absorb very large monetary increments without price
inflation.
'@

WOULD THE FULL EMPLOYMENT STANDARD REALLY PREVENT
DEPRESSION-UNEMPLOYMENT?

Thi~

question can best be answered bX'l reviewing the past operation of our country's present monetary system, and 'contrasting it with
the proposed system.
American economic history since 1800 shows tha~ the total amount
of money expanded during this. long period at a fairly satisfactory
(and very rapid) rate until 1929. In 1800, there was about $38,000,000
total cash in the little country. By 1929, that figure had grown to
. $55,171,000,000. To be sure, the growth was not always at the right
rate. Under the stress of war, too much money was added between
1860 and 1865; and again between 1915 and 1919. Even in these
instances, however, the country soon "grew up to the currency".
Throughout'this long period (to 1929) the rapidly growing
American economy was nourished, and stimulated by this somewhat
irregular and definitely enormous increase in the quantity of money.
The population rose from 5,308,000 to nearly 120,000,000. Produc-

https://digitalrepository.unm.edu/nmq/vol15/iss3/3

2

Wernette: The Full Employment Standard: Key to Prosperity

:'

THE

"

FULL EMPLOYMENT STANDARD

273

tion grew even faster-the production index rose at least one hundred
times.
Up to 1929, then, th~ American monetary system, largely by
accident, produced increasing am!>unts of money. It did so somewhat
irregularly, to be sure, and often with bad timing; but it did feed
more and more lubricating oil into t~ crank~ase of the enormously
expanding American economic engine.
But after 1929, the accidental nature of this good. fortune" became
clear. The money-producing machine 'slowed down, and even went
into reverse gear! By 1933, the total amount of money in the United
States had dropped to $41,680,OQo,ooo. A growing-boy economy that
typically needed more monetary blood each year, was being drained _
of money! And we all know what happened: Our country experienced a terrible depression, from whose dulling 'effects we have not
yet recovered.
The appalling impact of the Great· Depre~ion could have been
avoided if the men thrown out of work could have been employed-on
.public works, financed by newly created money. Their spending would
have prevented cumulative loss of jobs by others; and the newly created
money eventually would have found its way info the pockets and bank
accounts of people who wanted to sq,ve, but did not want to invest., In
this way and in this way only, can widespread desire to save-withoutinvesting, whicl:l is the basic cause of depression, he satisfied w~thout
widespread unemployment.
.
Furthermore, we now have had some actual experience that
re-enforces this claim. World War II has provided an instance of the
operation of something resembling the Full Employment Standard;
and it in fact produced' full employment. The Federal government
financed the war in large part by the sale of seeurities to banks. As aresult, the amc;>unt of money in the United States shot up from the
1940 figure of $66,952,000,000 to $1l7,700,0_00,0~0 in June, 1944-a
four-year increase of $50,748j'000,000. From a strictly economic point
_of view, tha~ was too large a jump-bigger than necessary to produce
full employment; it put pressure on the price level and tended ~o
generate price i!1flation.
.
Under the'impact of this stream of new dollars, however, unemployment disappeared. Were it not that half of the output was in the
form of war goods, the Americap people in 1943 and 1944 would have
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enjoyed a real national in!:ome one half greater than ~ 1929's, and
nearly three times as large as 1932's.
One very important respect, however, in which this war-time
ope~ation differed from the Full Employment Standard is that the
war spending was financed by expansion of the Federal debt, whereas
ther=Full Employment Standard.would finance it by new money.
This actual war experience, added to theoretical analysis, proves
beyond any doubt that unemployment can in fact be extinguished by
the creation and expenditure of large amounts of money. The war
wil~ not have been entirely wasteful if that l~sson sinks in.
COMPLEMENTARY PROGRAMS AND POLICIES

The Full Employment Standard is such a powerful device that
it would, all by itself, probably produce stabilized prosperity. It does
not ne~d, however, to stand alone as the only weapon in the armory
of pros.perity. It is not inconsistent with other helpful policies and
mechanisms.
Brief mention may be made of som~ other complementary programs.
1. Governmental policies to encourage business enterprise. Such
policies would include tax reductions; a sensible, vigorous antimonopolistic program; and active enforcement of the laws against
unfair competitiOIi. In this connection, it is worth noting and emphasizing that the alleged harassmeht of business by the government during
recent years is, in my opinion, a rationalization designed to explain
the baflling inability of the e~onomic system to get going again. In
truth, the trouble with the system was not alleged unsound governmental policies" but rather a grave deficiency in the country's monetary supply.
Sensible price policies by' business. Business concerns would
not help the-program if they were to raise prices more or-less continuously. On the contrary, they should (as many have done in the past)
reduce prices whenever manufacturing improvements and cost reductions permit such action.
2.

3. Sensible wage policies by labor unions. Wages will rise gradually through !he decades. Attempts, however, by organized labor to
secure wage increases more rapidly than justified would probably

https://digitalrepository.unm.edu/nmq/vol15/iss3/3

4

·

Wernette: The Full Employment Standard: Key to Prosperity

.

THE

FULL EMPLOYMENT STANDARD

275

reduce industrial profits below the level necessary as a reward for
enterprise and a return on invested capital.
4. Credit control. The control of credit by' the mechanisms of
the Federal Reserve System would continue to be' an effective means
of influenCing t~e tempo of business, especially if restrictive action
were necessary; Credit control has been likened to a rope-you can
pull on it, but you can't push on ,it. It is not a very powerful. device
for stimulating an expansion of business activity; but it is extremely
potent as a method of damping down a tendency toward over-expansion.
Is

THE FVLL EMPLOYMENT STANDARD A CONSERVATIVE
OR A RADICAL PROPOSAL?

Th~ principal suggestion o£ this paper-the Full Employment

Standard-is unorthodox. Moreover, the basic idea of the entire program is that the Federal government has the ultimate responsibility
for maintaining the conditions qf full employment. It may seem,
therefore, that the program represents a long step away from the
American free en~erprise system as we have known it in the past~ and
a long step in the direction of a govern~ent-controlled economy.
This is not true. The program is posited upon a continuation
of private enterprise. The purpo&e of the program is to ~eep private
enterprise from collapsing in some great future depression; to keep
private enterprise alive by underwriting a big market for the- goods
and services which private business ca~ produce.
The proposed Full Employment Standard may seem radical. In
the broadest sense of the word, however, it is not; it is conservative.
It aims at conserving the free enterprise system hy keeping .it strong
and prosperous and able to' provide full employment for our people.

~:
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